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CONEIDENTIAL ROME 2778 

E.O. 11652: GDS 
TAGS: ENRG, IT 

SUBJECT: FURTHER GOI CONCERNS OVER ENERGY PRICING 

REF: A. ROME 2554 B. KATZ-BEAUDRY TELECON EEB 25 


1 . UNDERSECRETARY BATTAGLIA OE MEA CAT T ED IN ECON-COMM 
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MINISTER EVENING EEB 24 TO DISCUSS US VIEWS ON ENERGY PRICING 
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AND THE DEVELOPMENT OE ITALIAN POSITION. BATTAGLIA WAS AC- 
COMPANIED BY PROE. SABATINI, A SPECIALIST IN STRATEGIC STUDIES WHO 
IS ALSO BATTAGLIA'S ADVISOR IN ENERGY MATTERS. 

2. BATTAGLIA RELATED AS BACKGROUND THAT FONMIN RUMOR HAD DELEGATED 
TO HIM RESPONSIBILITY EOR OVERALL EOREIGN ENERGY POLICY WITH PAR- 
TICULAR REEERENCE TO lEA AND ENERGY PRICING. HE WILL REPRESENT GOI 

AT MARCH 3-4 EC COUNCIL MEETING. HE NOTED THAT GOI HAS HAD 
DIEFICULTY IN FORMULATING ITS POSITION WHICH IS, HOWEVER, NOW IN 
EINAL STAGES AND MUST BE COMPLETED BY MARCH I, IN VIEW OE DE- 
PARTURE OE EONMIN RUMOR AND DIRECTOR GENERAL GUAZZARONI, WHO WILL 
ACCOMPANY PRESIDENT LEONE ON OEEICIAL TRIP TO SAUDI ARABIA MARCH 
3-5. HE EXPECTS THAT 

IT MAY BE NECESSARY TO HAVE POLICY PACKAGE 
EVENTUALLY APPROVED BY COUNCIL OE MINISTERS. 

3. HIS ADVISOR SABATINI EMPHASIZED HIS PERSONAL VIEW THAT OIL 
ELOOR PRICES SHOULD BE RELATED TO MARGINAL COSTS OE ALTERNATIVE 
SOURCES ALTHOUGH HE REALIZED THIS CONCEPT IS OPERATIONALLY DIFEI- 
CULT TO DEFINE IN SPECIEIC TERMS. THE LINK TO ECONOMIC COSTS, 

HE REASONS, SHOULD MAKE IT EASIER TO TALK TO PRODUCERS ON ECON- 
OMIC, AS OPPOSED TO POLITICAL, PRICES AND TO AVOID THE INJECTION 
OE OTHER RAW MATERIAL PRICES INTO THE EVENTUAL PRODUCER-CONSUMER 
DIALOGUE. 

4. THE UNDERSECRETARY ASKED SPECIFICALLY IF US VIEWS ON ENERGY 
PRICING AND MINIMUM OIL PRICES COULD BE CONSIDERED COMPATIBLE 
WITH SIMMONET-COMMISSION PROPOSAL EOR TWO-TIER PRICE SYSTEM. 

ECMIN REPLIED THAT HE COULD GIVE NO OFEICIAL RESPONSE BUT BELIEVED 
PERSONALLY THAT THE TWO APPROACHES ARE OR CAN BE MADE COMPATIBLE. 
BATTAGLIA HAZARDED THAT HE FELT A TWO PRICE SYSTEM ALONG THE LINES 
OE THE SIMMONET PROPOSAL IS PROBABLY THE BEST COMPROMISE 

AND THAT GOI COULD PROBABLY 

GO ALONG WITH A "REASONABLE ' ELOOR 
PRICE, PERHAPS AROUND $6 OR 7. 

5. BATTAGLIA ASKED ECMIN TO REVIEW TWO EDITORIALS IN HIS PARTY 

NEWSPAPER "LA VOCE REPUBBLICAN" 
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OE EEB 20 AND 23 AND TO REPORT 

BACK OUR REACTION. (BATTAGLIA IS A REPUBLICAN AND MAY HAVE 
WRITTEN THE ARTICLES.) THE TWO ARTICLES ARE SYSTEMATIC AND WELL- 
REASONED EXPOSITION OP THE US POSITION AS SEEN FROM ITALY. THEY 
CONCLUDE THAT GOI HAS EVERY INTEREST IN REACHING AGREEMENT IN 
lEA ON COMPREHENSIVE ENERGY PACKAGE INCLUDING A REASONABLE TWO 
PRICE SYSTEM. ECMIN CALLED BATTAGLIA BACK FEB 24 AND CONVEYED TO 
HIM POSITIVE EMBASSY REACTION. 
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6. COMMENT. THIS CONVERSATION, AND THE PREVIOUS EXCHANGES WITH 
DIRECTOR-GENERAL GUAZZARONI (REE A) AND WITH CONFINDUSTRIA (ROME 
2224) ARE TOGETHER A GOOD INDICATION THAT GOI THINKING IS MOVING 
ON LINES WHICH ARE PROBABLY COMPATIBLE WITH USG ATTITUDES. THEIR 
POSITION IN FEB 19-21 lEA STANDING GROUP ON LONG-TERM COOPERATION 
(STATE 041767/1) ALSO REELECTS THIS MOVEMENT, ALTHOUGH ITALIAN REPS 
PROBABLY DID NOT HAVE INSTRUCTIONS CLEARED AT POLITICAL LEVEL. 

WE EXPECT ITALIANS WILL SUPPORT A TWO-TIER PRICE SYSTEM, PROVIDED 
THAT THE ELOOR PRICE IS NOT CONSIDERED TOO HIGH AND THAT THE OTHER 
ACCOMPANYING ARRANGEMENTS WITHIN THE PRICING AGREEMENT (SUCH AS 
SECURITY OE SUPPLY) AND OUTSIDE OE IT (EINANCING AND SHARING OF 
R AND D) ARE SATISEACTORY. WE ARE HOPEEUL THEY WILL BE ABLE TO 
APPROVE CONCEPTS OUTLINED ABOVE AT MARCH 6-7 MEETING WITH 
SOME HAGGLING OVER PRICES TO EOLLOW. VOLPE 
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